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West Coast Views Securities Market 


In Light of Pulsing Local Industries 


: By Henri de la Chapelle 


LOS ANGELES—What is happening 
in the Far West is always of interest to in- 
vestors. for in individual and institutional 
portfolios throughout the nation the se- 
curities of western corporations are gen- 
erously represented—particularly in the 
utility, bank, petroleum. store, amusement 
and aviation fields. Also many nationally 
known eastern chain store organizations 
and other corporations with representa- 
the Coast substantial 
portion of their revenues from this area. 


tion on derive a 
Under the circumstances, this factual re- 
port will provide investors with 
eye view of how the West is 
this rather critical time for the 


a “bird’s 
faring at 
American 
economy, 

Post-war reconversion in the Far West. 
by which is meant the’ states of Washing- 
ton, Oregon, California, Arizona, Utah, 
Nevada and Idaho, in keeping with eco- 


nomic reconversion throughout the nation. 
is about completed. Because 1939-1946 
gains in population, industry expansion 
and income had outpaced national gains 
by a wide margin, and particularly be- 
cause of the Far West’s big stake in air- 


craft and 


plants, shipyards military 





When this Los Angeles auto dealer auctioned off 200 used cars. an estimated 3,560 per- 
sons crowded his lot. Here an auctioneer opens the bidding on a 1946 convertible model 


camps, this region was expected to take 
quite a beating in the post-war readjust- 
ment. This it did, yet it withstood the 
impact of reconversion surprisingly well. 
It has long since found its “second wind” 
and. consolidating its position all along 
the line, it is now spearheading a building 
boom that leads every other section of the 
country, 


Severe Decline in War Jobs 

While true that war jobs fell more in 
the West because they had risen more 
shipbuilding employment fell from a 600.- 
000 peak in 1943 to around 60,000 at the 
end of 1946 and aircraft from a 300,000 
peak to roughly 100,000 in 1946—the 
great peace expansion that had _ been 
knocking at the Far West’s door, as war 
clamped down upon its economy, repre- 
that 
dynamic play once war barriers were 
lifted. Under post-war quotas, it might be 


sented a pent-up force came into 


explained, consumer goods producers in 
the East could not expand supplies for 
the West as fast as its rapidly swelling 
markets required. Thus, peace sales that 
fallen further behind this 


had much 
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Aluminum utensils 


made on the West Coast 


region's over-all growth as compared to 
the rest of the country, were particularly 
restricted when related to the West's 


greater-than-average income expansion. So 


the West has since been making up for 
lost time, and consumer sales that lagged 
far behind income during the war years 
now show a pattern of gain-on-income 
far in excess of the nation as a whole. 
Here is just one good example of how 































A Wingfoot prefabricated home en route 
from the factory to Silver Springs, Calif. 


labor released from war industries (down 
over 750,000 since the war peak) was 
absorbed with surprising facility by var- 
ious segments of peace-time activity. 
Before the war there were five automobile 
plants in California with an 
production of about | 154,000 
cars. These five. plus four new 
(Chevrolet, | Nash-Kelvinator, 
Mercury and Kaiser-Frazer, the first three 


assembly 
assembly 
ones 


Lincoln- 


of which will be getting under way this 
fall) are expected to produce at the rate 
of 650,000 assemblies by the end’ of the 
year. This will mean roughly a 300 per 
cent gain in employment for this industry. 

The Ford Motor Co. has a $50.000.000 






















parts purchasing program to supply their 
three California plants that will assemble 
about 21 per cent of Ford’s total produc- 
tion. General Motors, for example, has 
a $60,000,000 potential buying power for 
parts to take care of its California assem- 
blies. Motivated undoubtedly by the fact 
that Southern California is without a peer 
in the United States from a growth stand- 
point since 1900—population up more 
than 15 times—and the fact that Southern 
California sales promotion and merchan- 
dising methods in many lines, notably 
food, grocery and drug chains, are consid- 
ered among the most efficient and progres- 
sive today, several important companies 
have recently moved their national head- 
quarters to Los Angeles. United Rexall 
and Carnation Milk offer examples, while 
the Prudential Insurance Co. has estab- 
lished regional headquarters here cover- 
ing eleven western states and Hawaii. 
Other insurance companies are contem- 
plating similar moves. American Radiator 
& Standard Sanitary is building a large 
plant at Torrance, just outside Los 
Angeles. 


Steel-Making Capacity Triples 


Before the war, the annual steel-making 
capacity of the Far West stood at about 
1.000.000 ingot tons. Capacity today 
stands at about 3.500.000 tons, but there 
is a heavy surplus in plate and shapes 
and a deficit in sheet and strip. This lack 
of balance is now being corrected with 
new finishing facilities under way by 
U.S. Steel and Kaiser. 

One of the pleasant surprises of the post- 
war period has been the resurgence of the 
aluminum industry in the Northwest fol- 
lowing the shutdown of several govern- 
ment aluminum plants. Aluminum today 
occupies an almost unique position in that 
it is a commodity in generous supply at a 
price well below pre-war levels and in 
these metal-starved times it is usurping 
many former markets for iron and steel. 

All of which leads to the subject of 
electric power on the Coast. Not so long 
ago it was hardly believed possible that 
all the electricity to be generated by Grand 
Coulee, Bonneville and Shasta could be 
used; but in 1947 demand and supply are 
coming into balance and there is even 
talk of a future shortage. Incidentally, Far 
West electrical eutput in 1946 was twice 
that of 1939 as against a 70 per cent rise 
for the United States as a whole. 

With the Far West accounting for about 
one-fifth of the nation’s building in all 
lines, and with Los Angeles County pres- 
ently accounting for about 10 per cent of 


the national total of all building and 
housing permits, the importance of the 
building industry in the economy of the 
Far West is not to be minimized. Fortu- 
nately, because building needs in the 


West are more acute than elsewhere. the 
construction industry is relatively less 
vulnerable and is one of the reasons back 
of the western growth factor that in the 
past has tended to cushion its recessions. 

Southern California is now entering a 
major expansion phase in practically all 
classifications, but particularly in indus- 
trial and commercial building. Building 
permits from now on, in Southern Cali- 
fornia, should be breaking records rather 
consistently, Incidentally, the number of 
new business enterprises in the 10 South- 
ern California counties over the past 10 
years has risen from 65,000 to 128,000. 

Which brings one to the real estate 
market. Like volume on the Stock Ex- 
change, real estate transfers in California 
have shrunk sharply over the past year, 
yet without the impairment in market 
value suffered by so many stocks since 
1946, The demand for industrial facilities 
and buildings in the commercial and pro- 
fessional categories has held up remark- 
ably well and space, generally speaking. 
is still scarce. Only in the market for old 
homes has an appreciable dent occurred. 
Otherwise, average homes in good dis- 
tricts, in the $15,000 to $30,000-class 
particularly, are just about as hard to 
get as they ever were. In metropolitan Los 
“sub-center” commercial 
projects are under way, miniature satel- 


Angeles large 


lite cities so to speak, having as nuclei 
major department store branches and 
branch stores of most of the nationally 
known merchandising and grocery chains, 
radiating from which are the housing 
projects that within the next year will 
be on a mass production basis. 


Business Double Pre-War Rate 


Of more than passing interest is the 
post-war pattern of trade and business 
activity in Southern California (14 coun- 
ties) as measured by the Security-First 
National Banks’ “Index of Business Ac- 
tivity” (1939-40 = 100 per cent). From 
a mid-1945 peak of around 221 this index 
dropped to 200 by the end of that same 
year, then rose to a new peak at 260 early 
this year. The July figure is 251.5 vs. 
241.3 for July a year ago. 


In so far as investor psychology is con- 
cerned, it is probably no different here 
than in any other part of the country. Busi- 
nessmen and investors are thinking pretty 
much along the same lines today. After 


all. nearly everyone reads the same week- 
lies, periodicals, services and Washington 
letters, so fashions in thinking come and 
go with little lag from coast to coast. 
People are perhaps a little more opti- 
mistic out here, due to the traditional 
growth factor that has cushioned previous 
depressions in California. However, at no 
time have investors or executive manage- 
ment on the Coast been aught but re- 
strained in their confidence. As a matter 
of fact. it is really the first time in con- 
temporary history that a major peak has 
been recorded in the stock market without 
benefit of what might be termed an era 
Quite to the 
contrary, reconversion and strikes in 1946 
made continued prosperity highly sus- 
pect. As contrasted with 1937 and 1929. 
there were many clouds in the sky and 


of “general confidence.” 


far bigger than the proverbial “man’s 
hand.” With every man his own economist 
these days, the depression complex 
amounts almost to a national phobia. 
This, in itself, is a safety factor of no 
mean significance. 


Basis for Further Expansion 


In this writer’s opinion finis will not 
be written to the inflation cycle until such 
time as the existing huge consumer credit 
base has been much more fully utilized 
and until eventual tax reduction and prob- 
able eventual elimination of so-called 
double taxation has had its impact on the 
market. Stock prices have not risen com- 
mensurately with other economic indices 
because of the encroachments of socialism 
on a free-enterprise economy. 


Heavy taxation, more than any other 
one factor, has been responsible for the 
creeping anemia that has devitalized that 
greatest single expression of the capital- 
istic system, the stock market. Obviously. 
any reduction in taxation that would per- 
mit an individual to obtain say a 20 per 
cent increase in his net return on stocks 
would reverse a trend of many years 
standing. And less taxes would mean mo. ¢ 
funds retained for investment by a large 
segment of the population. 

Moreover, precedent exists for the 
thought that reduced corporate income 
tax rates would impart a degree of sta- 
bility to production and have influence 
in braking down the spiral of rising 
prices. Precedent indicates, at the same 
time, that a moderate relaxation of tax 
rates would not impair government in- 
come: by stabilizing, or even stimulating. 
production through the medium of low- 
ered goods prices, government revenue 
could be increased. 
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HAT happens to individual stocks 
is more revealing, as regards per- 
sonal investment programs, than the move- 
ment of the various stock price averages. 
For, as one market adage puts it, you do 


not buy the averages. Yet many investors 
too often become bemused’ by the trend 
lines of one or another of the market 
averages, to the detriment of particular 
decisions with respect to seasoned, selected 
equities. A massive forest can hide some 
notably fine trees! 

Using the price changes of a handful 
of key stocks to illustrate the action of the 
over-all market, no matter how carefully 
the stocks are selected or whether 20, 30 
or 50 in number, is in any event becom- 
ing a progressively less accurate and less 
representative proposition for bona fide 
investment. This is true simply because 
today more securities issues are listed on 
the New York Stock Exchange than ever 
before. It was not so long ago that only 
some 700 to 800 stock issues were on the 
Exchange. Now there are more than 1.350. 


Take Different Directions 

The differing directions which prices 
of these 1,350 issues are capable of taking 
are aptly illustrated by reference to the 
accompanying table. The events of Sep- 
tember and October, a year ago. are well 
known. On one day. September 3. 1946, 
stocks suffered their sharpest break in nine 
years. The pressure of selling by the gen- 
eral public, as an analysis of trading made 
by the Securities and Exchange Commis- 
sion has shown, depressed prices through- 
out that month and by mid-October quota- 
tions generally had returned to the lowest 
level since early 1945. 

Judged by prices of a year later, in 
mid-September, 1947, the subsequent re- 
covery has not been substantial. Prices 
are somewhat better, but not materially 
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improved, Yet it is possible to cull through 
the list of securities on the New York 
Stock Exchange and find a number of is- 
sues recently selling at prices higher than 
before last autumn’s break. 

These stocks are the exception, rather 
than the rule. But investment annals would 
be far from complete if notice were not 
taken of them. Lest the intent of this ar- 
ticle be misconstrued, it is well to point 
out that simply because the stocks in the 
tabulation have in the past performed bet- 
ter than the general market is no indica- 
tion that they will in the future. For many 
of them the good news is out, in the form 
of reports of expanded net income, and 
it is a fair assumption that share quota- 
tions already have gone a long way toward 
discounting the favorable factors. The 
uptrend in oil earnings, for example. has 
been apparent in income statements is- 
sued throughout the past half-year. 

Several specialties, including Joy Man- 


ufacturing, Mullins Manufacturing and 
The Pittston Co.. appear in the table. but 
there is a sprinkling as well of old-estab- 
lished sturdy dividend payers such as 
Standard Oil (N. J.). Cannon Mills and 
Island Creek Coal. 

Forecasters of a slump in the fortunes 
of soft-goods producers—-a barrage of 
such predictions has appeared over the last 
12 months—may be surprised to see 
Cannon Mills and Celanese on the list. 
Paperboard and container manufacturers 
represent another industry which was ex- 
pected to suffer a letdown in activity, yet 
both Gaylord and National Container re- 
cently were selling at prices higher than 
in August a year ago. 

Many Gains in Oil Group 

Numerous oil issues have improved in 
price, but all of them were not included 
in the large table in order to avoid over- 
burdening the sample selection with the 
shares of any single industry, For in- 
vestors desiring this further information 
a supplementary list is given below: 


Aug. 30, Aug. 29, 
1946 1947 
Close Close 
Continental Oil Co.....40¥ 154 
Br ae Oe 884 (a) 253% 
SE 2 ee 2414 26°% 
Pune Oil ois. s ces cos 241% 2014 
Standard Oil of Calif... .5515 5810 


(a) Adjusted for split. 

Observing how various theories of in- 
vestment work out in practice is always an 
intriguing feature of the Wall Street scene. 
Last winter when talk of a business re- 
cession in 1947 became widespread it will 


(Continued on page 12) 








(a) Adjusted for split. * Average of bid ar 





Month-End Comparison of Prices of 22 Common Stocks 
August, 1946—August, 1947 


Aug. 30, Aug. 29, 
1946 1947 
Close Close 
Addressograph-Multigraph. . 30%, 367¢* 
Cannon Mills Co...... .. 67% 75% 
Celanese Corp. ...... - 25% 
Chrysler Corp. ....... 59 
RPO) MIM, oes cee oie an: 21% 
The Eagle-Picher Co....... 2314 2414 
Follansbee Steel Corp...... 18 26% 
Gaylord Container Corp..... 187%, 20% 
International Shoe Co....... 43 1314 
Island Creek Coal Co...... 1614* 4875 * 
Joy Manufacturing Co...... 25% 363, 


d asked price. 


Aug. 30. Aug. 29, 


1946 1947 
Close Close 
Lily-Tulip Cup Corp........ 46% 18 
Mullins Mfg. Corp........ 1914 2236 
National Container Corp.... 1054 (a) 14 
Noblitt-Sparks Industries... 4314* 4815 
Pittsburgh Coke & Chemical 105, 135, 
The Pittsten Ce......... 221, 2856 
Standard Oil Co. (N. J.)... 725 765% 
Standard Oil Co. (Ohio)... 28 301, 
Texas Pacific Coal & Oil.... 28 35% 
Truax-Traer Coal Co....... 18% 2334 
Victor Chemical Works.... 45 18 
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By SYDNEY B. SELF 
‘NCIENTIFIC research continues to re- 
KJ turn large dividends to the chemical 
industry and to its stockholders. 

Although huge gains in sales volume 
were made during the war, business this 
year is running at an even higher rate, 
a rate nearly double business done in the 
peace-time years just before the war. Of 
course, nearly all business is booming at 
the moment, filling needs and demands 
that had to be postponed when the lion’s 
share of industrial output went to the 
armed forces. But the chemical industry 
can produce good evidence that its own 
boom is due to something more than this, 
and that therefore its business may con- 
tinue at a high level even when shelves and 
stockrooms are filled again. 

The explanation lies in the number of 
new products. creating new consumer 
demands and therefore new markets and 
even new industries. 

Although war-time research probably 
uncovered a good many important new 


for 


materials well along in development be- 


things, present demand is mainly 


fore the war which were delayed in reach- 
ing markets. As a fact, the 
chemical industry rightly considers that 
the war really slowed down its normal 
advance, 


matter of 


Very little plant expansion was actually 
done by the chemical industry during the 
war in lines that could readily be turned 


better. They 
notably textile mills, before the war on 


were in use by industry, 
a modest scale, When the war came along, 
the small output went to the army and 
navy. 

Now that the war is over, nearly every 
important chemical concern plus a num- 
ber of big petroleum companies are build- 
ing plants to make soapless soaps. The 
volume of output is jumping and it now 
accounts for 10 per cent or more of the 
total tonnage of soap. In a few years it 
may take 25 per cent of the business now 
held by fat derived soaps. Chemists be- 
lieve that they see a billion-pound market 
ahead of them, or 10 times what their 
market was a year ago. 

All of this means more sales for the 
chemical producers. It means a_ steady 
supply of steadily-priced raw materials 


~ 
5 ts 
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A section of plastic is placed between the two spheres of a reflectometer. This apparatus 
is used to measure the light reflection and light transmission of the translucent substance 


to peace-time uses. There were huge ex- 
penditures for synthetic rubber plants, 
and for plants to make ammonia and 
toluene for explosives. The rubber plants 
are mostly closed. The ammonia plants 
are proving useful for making fertilizers. 
But the industry is still short of plastics 
and of thousands of other materials that 
will wind up in the hands of consumers. 


Soap Has New Rival 


\ very good example of the way that 


the chemical industry widens its own 


field by 


create new industries is seen in the field 


making new products which 


of soapless soaps. called by the technician 


detergents. Detergents are — synthetic 


chemicals that act like soap in doing a 
cleaning job, but they do the job much 


for the soap makers. It also may mean a 
lot more competition for the latter be- 
cause at least one big chemical concern is 
already in the soap business. 

Another potentially huge and compara- 
tively new market for the chemical com- 
panies is the field of insecticides and weed 


killers. The now famous bug killer DDT 
was a war-time development. But long 


before this was first used by the army to 
delouse people in devastated areas, the 
chemists had a far-reaching new idea. 
This idea was that very much more effec- 
tive insect killers could be produced from 
complicated organic chemicals made from 
oil, than the older 
killers, mostly made from minerals such 


coal tar or insect 
as arsenic. 


DDT has already become tonnage busi- 
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ess and it has also become a very impor- 

tant consumer of other chemicals, chlorine 
as for example. This means more plant 
apacity is needed. But DDT is only one 
{a score of new insecticides created by 
the chemist to do special jobs on special 
nemies of the farmer. 


Vast Market for Weed Killers 

\ugmenting this is the business in weed 
killers. So far their chief use is to kill 
poison ivy along suburban roadsides and 
to clean up dandelions in lawns. But not 
far ahead is a possible large use for kill- 
ing weeds in corn and grain fields and to 
prepare fields for planting. 

So more new plant capacity will be 
needed to meet these new demands. 

Over the past 10 years the chemical 
producers have been taking an increas- 
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Short cotton fibres which are bleached and 
scoured to form a fluffy mass of cellulose 


ingly important part in the making of raw 
materials for drugs, such as sulfa drugs. 
for vitamins and for amino acids, known 
as the building blocks of the bodily pro- 
teins. All of these products sold by the 
pharmaceutical companies require tens of 
pounds of processing chemicals for each 
pound of final product. 

The chemist has long made _ bleaches 
and sizing for paper, but now he is chang: 
ing the very nature of paper by providing 
chemicals that make it stronger when wet. 
He is even competing with paper by mak- 
ing transparent wrapping film of various 
types. What most people call simply paint 
has become to the chemist a huge many- 
sided business in “protective coatings”, 
which cover everything from house paint 
and automobile lacquers to inks. Thou- 


; a : 


‘ 


sands of specially made formulas are sold 
for thousands of industrial and home 
uses. 

Plastics have branched out from their 
well-known uses in molding gadgets and 
fittings to tremendous markets in glues 
for plywood, or combinations of wood 
and metal; in sheetings for shower bath 
curtains, furniture coverings and shoes. 
\s a matter of fact. today most paints have 
what the chemist calls a “synthetic resin 


base”, which is plastic under another 


‘name, 


There is another important factor be- 
hind the urge of the chemical industry to 
build new plants. The consumption of 
chemicals in industry has been steadily 
on the upgrade. Just as the chemist has 
been able to make new materials that the 
customer wants, so he has made many 
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Cellulose acetate pours into a vat. This is 


the synthetic substance used to make rayon 


more that help industry in making better 
products or in cutting production costs. 
These industrial needs continued to grow 
during the war. As a matter of fact. the 
war stimulated demands because many 
manufacturers were compelled during the 
war to try out new processive materials. 
But, except in a few cases. new plants 
could not be built to meet this rising 
demand. Now the chemical industry is 
trying to catch up. 


Concerned Over Building Costs 

High building costs are, however. a 
matter of serious concern. It probably 
costs twice as much today to build a 
chemical plant as it did before the war. 
It is claimed, moreover, that some plant 
building costs are 50 per cent higher 


than they were two years ago, at the end 
of the war. This puts the chemical pro- 
ducers in a dilemma. Either they do not 
build the new plants and lose the business 
they know is there or else they go ahead. 
taking the risk that if building costs come 
down, someone else will have an advan- 
tage in competing. Because of this situa- 
tion most of the chemical men are build- 
ing plants only for those materials for 
which there is a large demand and a good 
margin of profit. Nylon is an example. 
Yet du Pont this year is setting up. each 
three months. reserves of around $4,000.- 
000 from its earnings to offset what it 
considers unduly high construction costs. 
One or two large concerns have indefin- 
itely postponed building projects because 
of this, but on the whole most building 


programs are going ahead, 
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A water spray protects a butadiene tank 
from the heat resulting from polymerization 


If all goes well, most of the leading 
chemical producers will be able to look 
forward to another 50 per cent gain in 
sales above their present volume in the 
next two or three years. Construction 
budgets of the leading producers call for 
adding 50 per cent to their plant invest- 
ments in this time and. roughly speaking. 
$1 of plant investments means at least 
$1 in sales. 

The chemical industry. therefore, known 
to investors as a “growth” industry. appar- 
ently has several more years of progress 
immediately ahead. Generally speaking. 
its shares sell at a premium because the 
record of the industry has shown steady 
growth, eventually reflected in larger earn- 
ings, larger dividends and split-ups. 


(Continued on page &) 
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CHARGES, ON BASIS 
OF ORIGINAL COST, 
FALL SHORT OF VALUE 


OF REPLACEMENT AT 


CURRENT PRICE LEVEL 


By THOMAS BALMER 


+ IGH costs of replacing industrial 

plants and equipment are leading 
many business managements to question 
whether their reserves set aside for de- 
preciation are adequate, If the post-war 
spurt in prices had been short-lived, as 
many had supposed it would be, following 
the 1918-1920 pattern, the problem would 
not have become so acute. Only a small 
fraction of total plant and equipment in 
use wears out or becomes obsolete in any 


single year; management expects the ex- 


pense of replacement to vary. It only hopes 
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to average out the costs over a number 
of years—offsetting acquisitions made at 
high prices with others made when prices 
are lower. 

But when a price rise, starting as far 
back as 1939, is still going strong in its 
ninth year, managements may be excused 
for wondering just when they are going 
to get the benefit of lower costs. This is 
just one facet, which has not received 
much public attention to date, of the 
proposition that “it takes more money to 
do business these days.” 

Facing up to this situation, one of the 
country’s largest enterprises, U. S. Steel, 
recently set aside a reserve over and above 
“original cost” in order to provide for 
replacement at current price levels. By 


sk 


FWING GATLOWAY 


Expenditures for replacements are running at a high volume despite management’s con- 


cern over rising unit costs. Here new electric motors are installed in a New England factory 
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reciation Reserves 


Liceanal meen? 


is 


“original cost” is meant the method of 
depreciating property dictated by the tax 
laws. The law allows corporations to set 
aside as a depreciation reserve, from un- 
taxed earnings, an amount equal to the 
original cost of the facility, but no more. 
These reserves are usually accumulated 
by what is known as “straight-line” de- 
preciation, That is, if it is estimated that 
the useful life of a piece of equipment is 
20 years. an amount equal to 5 per cent 
of initial cost is set aside each year to 
recover the amount of the investment. 
Treasury regulations surround the prac- 
tice with certain limitations which have the 
effect mainly of prohibiting unduly large 
“tax-free” charges. The tax law is so com- 
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plex and in some aspects so unrealistic 
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E. I. du Pont de Nemours & Co. (1).......-++ 
Gemeral Motors: Corie 6:05, <.0/0:6:5:s:0.0.0:0.05:004000% 
Inland Steel Co. (2) 


Jones & Laughlin Steel Corp.... 2... ......-++: 


Standard Oil Co. 


(2) Also has a contingency reserve of $3.95 
(3) Also has a contingency provision of $5 


(4) Figures based on original cost 


against none in 1946. 








Union Oil Co. of California (3)..........++5: 
United States Steel Corp. (4)...........+005: 


National Steel Ceri... < ooo sicicnics scicc evesirscffess 
Republse Steel Corp... oc. csccccs vcccsevssesshers 
(ot ere ont Cnr 


(1) Also has a provision for excessive construction Costs 
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Also has a provis 


Provision for Depreciation of a Sample | 
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$1,359 
13,227 
21.060 

2.990 
4.564 
3.765 
5,544 
18.651 
8.409 
26,117 


f $10,50 
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rves Adequate in Post-War 





that the amount shown for depreciation 
on corporate income tax forms rarely is 
identical with that reported to stock- 
holders. 


Tax Status of Special Reserves 


There is no reason why a corporation 
cannot set up and retain additional “spe- 
cial reserves” for depreciation. But when 
this is done the amount instead of being 
tax-free is taxable as income. Corpora- 
tions also have to contend with Section 
102 of the Revenue Act, which provides 
for penalties in the case of “improper ac- 
cumulations” of earnings. This section has 
rarely been invoked. Apparently post-war 
conditions in the business world have been 
sufficiently hectic to convince the authori- 





of a Sample Group of Companies 





Ist 6 mos. Ist 6 mos. Per Cent 
1946 1947 Incr. 
$1,359,292 $1,604,056 18.0 
13,227,887 16,030,759 212 
21,060.380 28,445,246 35.1 
2,990,771 4,087,931 36.7 
1.564.559 5.784.583 26.7 
3,765,900 1.343.860 15.3 
5,944,849 7,821,484 41.1 
18.651.878 21,884,666 te Be 
8.409.901 10,408,771 23.8 
26,117,248 41,692.85% 59.6 


fF S1¢ 


against none 


),500,000 in 1947 against none in 1946. 
in 1946. 
inst none in 1946. 
f $12,500,000 to cover current cost in 1947 








CHARLES PHELPS CUSHING 


ties that a legitimate need exists for many 
types of reserve accounts, 

In the case of U. S. Steel, the income 
statement for the first six months of 1947 
shows a depreciation charge of $41,- 
692,853 based on original cost. Then an- 
other $12,500,000 is added to this which 
the company explains is needed “to cover 
current costs.” du Pont is another com- 
pany making allowance for an uptrend 
of prices. The company’s report for the 
first half-year includes a provision of 
$10,500.000 “for excessive construction 
costs.” Many other concerns have set up 
contingency reserves, part of which may 
well be used as a cushion against unex- 
pected increases in construction and ma- 
chinery costs. 


imes? 


All of the companies listed in the ac- 
companying table show a larger reserve 
for depreciation in the first half of 1947 
than in the 1946 first half. The larger 
amounts are separate from the extra re- 
serves discussed in the preceding para- 
graph. The tabled figures represent rises 


in “straight-line” depreciation resulting 
from an increase in the size of physical 
plant and from the higher price paid for 
the recent additions. What is of interest 
in the figures is that, despite the larger 
amounts shown, corporations still are 
finding it necessary to set up additional 
reserves, as outlined in the notes at the 
bottom of the table. 


Risk to Finances Described 


A clear-cut definition of the risk to its 


finances which a company would run 
through insufficient charges for deprecia- 
lion was given recently by Arundel Cotter 
when he wrote in Barron's: 

“When a corporation or other form of 
business buys a plant, store, equipment 
or what have you it must get back the 
cost of this investment out of its opera- 
tions or, when the facilities wear out or 
become obsolescent, it will have no capi- 
tal assets business, The 
costs of these assets are direct costs of 


to continue in 


husiness and ordinarily are spread out 
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Workman at a gear-hobbing machine, with herringbone gear in the machine. Machine tool 


costs are one item causing managements to eye their reserves set aside for depreciation 


. The 


money with which to replace a capital 


over the useful life of the asset . . 


asset must come from the earnings of 
this asset, and nowhere else. Obviously, 
if the reserve from earnings for this re- 
placement is less than the cost of the re- 
placement, capital is being depleted.” 

\ formal study of this same subject was 
completed recently by the American Man- 
agement Association. Finding that even 
companies whose reserves and working 
capital stand at an all-time high are con- 
cerned over the degree to which their 
wealth may prove to be illusory, the Asso- 
ciation has suggested several accounting 
changes to its members, including changes 
in depreciation accounting to reflect ac- 
tual conditions more realistically, 

The Association does not go so far as 
to advocate depreciation on a_replace- 
ment-value basis. Rather a_ substitute 
measure proposed is that depreciation be 
based upon the actual use of the facilities 
in each accounting period. Thus deprecia- 
tion would be relatively heavy in years of 
capacity operations and would decline as 
operations shrank. The proviso was added, 
however, that companies should be care- 
ful not to adopt plans permitting the load- 
ing of costs in one period and relief in 
another by managerial whim, 


Meets with Wide Opposition 


\s yet the theory of depreciation based 
on replacement rather than original cost 
has not gained any wide acceptance. 
Rather it represents a revolutionary and. 
in the opinion of many accountants, a 
needless alteration of accounting princi- 
ples. The crux of the conservative argu- 
ment is that depreciation is primarily a 
method of allocating a cost, not of pro- 
viding for replacements. If accounting is 
to be cut loose from the basic cost ele- 
ments involved in the flow of business 
operations, then it is feared that there 
will be no basis for common understand- 
ing of the results of these operations. 

Mr. Cotter, while cognizant of the prob- 
lem of replacement at the current price 
level, yet does not advocate depreciation 
on a replacement-value basis. The stand 
of the American Institute of Accountants 
likewise is stated in no uncertain terms 
in its Research Bulletin No. 5: “Account- 
ing for fixed assets should normally be 
based on cost, and any attempt to make 
property accounts in general reflect cur- 
rent values is both impracticable and 
inexpedient. Appreciation normally should 
not be reflected on the books of account 
of corporations.” 


Explaining this position more fully. 


o 
o 


Carman G. Blough, Director of Research 
of the Institute, recently said: “There can 
be no argument but that a going concern 
must be able to replace its productive 
assets as they are used up if it is to con- 
tinue to do business. It is also impor- 
tant for management to understand that 
the difference between cost and estimated 
replacement value may be significant in 
determining production and pricing poli- 
cies. It does not follow, however, that the 
excess cost of the replacement over the 
cost of existing assets should be accounted 
for as cost of current production.” 

The question naturally arises: if the 
depreciation account is to be adjusted to 
the current purchasing power of the 
dollar, then what is there to stop manage- 
ments from extending this method to other 
items in the balance sheet? Government 
bonds purchased 10 years ago could be 
written down in accord with the reduced 
purchasing power of the money they rep- 
resent. Would not companies be called 
upon to recognize also that when out- 
standing bonded debt is paid off today 
it is in dollars much lower in value than 
the dollars received for the bonds? 

The erosion caused by lower value of 
the dollar extends far beyond the depreci- 
ation account. Depreciation on a replace- 
ment-value basis appears as only one of 
many stopgaps which would be needed 


to prevent the eating away of real capital, 
if that is possible in the first place under 
inflationary conditions, Another difficulty 
is that since the replacement costs of any 
future year, plus the individual items of 
equipment to be replaced in any one year, 
scarcely can be known in advance, esti- 
mates of the funds required are not apt 
to prove much more accurate in the long 
run than were the many reserves for post- 
war contingencies set up in 1945, It will 
be remembered that many of these were 
returned unused to the income account 
in the succeeding year. In certain cases, 
where concerns were the victims of ex- 
tended work stoppages, the post-war re- 
serves were no more than a drop in the 
bucket compared to the over-all operating 
losses. In a relatively low proportion of 
such cases were these reserves applied 
effectively in the manner anticipated at 
the time they were set up. 

Much has been made of the fact that the 
government, due to the enlarged national 
debt, necessarily is exploring uncharted 
realms of finance. Very possibly private 
finance, due to the lower purchasing 
power of the dollar, likewise is pro- 
gressing along an untraveled road. Thus it 
behooves the investor to keep alert to the 
latest accounting innovations adopted to 
meet the exigencies of the times. 





Basic New Processes Enliven Chemical Field 


(Continued from page 5) 


There is one factor, however, that should 
be borne in mind, especially under cur- 
rent conditions. That is the matter of 
rising production costs, which conceivably 
could put a squeeze upon profits, In past 
years the chemical industry had a low 
labor factor; that is the cost of labor 
was a comparatively small part of its 
operating expense. 


Not Immune to Rise in Expenses 


Compared to other industries this is 
still relatively true. But it is becoming 
more apparent that even this growing and 
resourceful industry is not immune to the 
bug-a-boo of rising expenses. Even if sales 
continue to climb, stockholders will bene- 
fit very little if costs go up as fast or 
faster. 

The last quarterly report of du Pont, 
leader in the industry, shows how this 
works, Sales went up roughly $6,000,000 
for the quarter to a new high peak. Ex- 
penses. however, went up $13,000,000 for 
the period. so operating profits were actu- 


ally less. This does not necessarily indicate 
any trend for du Pont or for the industry 
and it may have been due to an unusual 
combination of circumstances, such as 
a bulge in commodity prices. It is, how- 
ever, a straw in the wind, showing that 
chemical gains are not a clear one-way 
track. 

The answer to high costs is, of course, 
higher prices. In past years the slogan of 
the industry has been “chemical prices 
never go up.” There are scores of ex- 
amples of new products that have beer 
introduced at fairly high prices and then 
have been steadily brought down as costs 
lowered and 


volume increased. 


Lower prices almost always bring more 


were 


business, and this has been one reason 
for the growth of the chemical industry. 

Already a price advance of 10 per cent 
has been announced in alkalis, basic 
heavy chemicals, due to higher coal and 
power costs. This will obviously help the 
earnings of the large alkali producers 
in the last part of this year. 
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MN impressive benefit to corporate 
~& structures and, incidentally, to in- 
vestors, growing out of active business 
from January 1, 1946, to date is found in 
the improving score of dividend arrear- 
ages among preferred stocks of the New 
York Stock Exchange list. By means of 
cash payments from earnings or the re- 
tirement of preferred stock issues, the lat- 
ter movement furthered by propitious 
corporate developments, many of the divi- 
dend casualties hanging over from the 
1930s have been healed. 

At the opening of 1946, 48 preferred 
stocks were in arrears. This number has 
been reduced to 32. Accumulations on de- 
linquent issues have been lowered in a 
trifle more than a year and a half from 
approximately $912,000,000 to about 
$872,000,000. Of the latter amount no less 
than $305,000.000, or 35 per cent, is ac- 
counted for by American & Foreign Power 
series A 7 per cent second preferred. 


Effect of Reorganization Plan 


This holding company also has arrear- 
ages on its other two preferred issues, and 
if the amended reorganization plan comes 
to fruition, an amount in the neighborhood 
of $366,000,000 will be eliminated from 
the list’s delinquencies. The calculation is 
based upon the dividend situation as of 
September 1. 

So varied an array of alterations in the 
backed-up dividend picture has occurred 
in recent months that some of the changes 
are worth presenting for the historical 
record. 


Two Pere Marquette Railway issues 


were removed from the roster due to the 
companys merger with the Chesapeake 
& Ohio. Armour & Company paid divi- 
dends of $25 a share plus the regular 
payment on the 6 per cent prior preferred 
and called for redemption at $115 a share, 
plus accumulations totaling. $68.25, the 
7 per cent preferred. These actions took 
the two delinquent stocks from the ar- 
rearage list. 

National Supply Company brought its 
$2 ten-year preferred stock back to a cur- 
rent dividend basis. These five elimina- 
tions occurred this year. Of the 32 still 
behind in payments, 1] paid this year at 
the regular rate, thus bringing arrearages 
to a standstill. Three decreased the amount 
owed by making payments exceeding the 
specified rate and three paid at less than 
the normal rate. No cash disbursements 
have been paid in 1947 on 15 issues. 

Alleghany Corporation, railroad hold- 


ing company, although paying no divi- 
dend on preferred stocks has been reduc- 
ing the aggregate amount of arrears by 
acquisition of the shares. American Power 
& Light Company has kept arrearages on 
an even keel by paying at the regular rate 
on both the $6 and $5 issues; the same 
process has been applied by Electric Power 
& Light Company on its $7 and $6 pre- 
ferred; General Steel Castings Corpora- 
tion on its 6 per cent preferred; Minne- 
apolis-Moline Power Implement Company 
on its $6.50 preferred; United Dyewood 
Corporation on its 7 per cent issue and 
New York, Chicago & St. Louis Railroad 
its 6 per A_ preferred. 
Holders of the last named received $5 on 
account of arrears on January 10. 


on cent series 


Reduces Arrearage 


Commonwealth & Southern Corpora- 
tion has made four disbursements this year 
of $3 each, thereby lowering the accumu- 
lation on the $6 preferred. Pittsburgh Steel 
Company, which has been paying at its 
regular rate on the 51% per cent prior first 
series preferred, has not made payments 


(Continued on page 12) 





Alleghany Corp. $2.50 prior.............. 
Bush Term. Bldg. Co. 7 per cent......... 
Common. & Southern Corp. $6.......... 
General Steel Cast. Corp. $6.............. 
Int. Ry. of Cent. America 5 per cent...... 
N. Y.. Chic. & St. Louis R. R. 6 per cent 

Ne Aen Sea ed ay ae ae ee 
Virginia-Carolina Chemical 
cent part. 


Corp. 6 per 


Virginia Iron, Coal & Coke Co. 5 per cent.. 


Periods ended with month named 





Preferred Stocks on New York Stock Exchange 
With Back Dividends 


Approx. Latest Earnings Recent 
Arrearages Per Share Bid Price 

$31.871, 6 mos. June $6.98 65 
53.00 6 mos. June 3.55 79 
20.00 7 mos. July 13.32 116144 
61.50 6 mos. June 14.81 113%4t 
32.25 6 mos. June 16.90 111 
84.00 7 mos. July 11.66 1214 
83.50 Year. June 19.09% 8414 
81.25 6 mos. June 3.35 85 

* Priority basis 


f Recent sales price. 











757.218 Shares 


. . ». $5 
Capital Stock, Par 
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Ticker Symbol: 


OLONIAL MILLS, INC., is a pioneer 

in the rayon weaving industry, hav- 

ing been in this business since its incor- 
poration under New York laws in 1927. 
The throwing and weaving plants. owned 
and operated by a wholly owned sub- 
sidiary, are located at Robbins and Red 
Springs, N. C. These plants are equipped 
with 1.399 automatic looms and 50,116 
throwing spindles. All of this equipment 
is of the most modern type, having been 
purchased in 1940 or subsequent thereto. 
A wholly owned subsidiary has recently 
completed the construction of a new steel 
and brick, air-conditioned, dyeing and 


Clarksville. Va... 


finishing plant at 


































Weave room of Red Springs plant which contains a total of 919 automatic looms 


equipped with the latest type machinery. 
Operating since March, 1947, these facil- 
ities are now functioning on a profitable 
basis. It is expected that this plant will 
eventually dye and finish all of the fabrics 
manufactured in the company’s weaving 
plants, The operations of the company 
are now integrated from the time the yarn 
is purchased through the selling of the 
dyed and finished fabrics. 

Raw material used in manufacturing 
at present is principally acetate synthetic 
filament yarn and to a lesser extent vis- 
cose filament yarn. Consideration is being 
given to the construction of a spinning 
and weaving plant at Aberdeen, N. C., for 
the manufacture of spun rayon fabrics 
from cut staple rayon. Commencement 
of construction of this plant is contingent 
upon the improvement of construction 
conditions and the lowering of building 
costs. This plant will replace the buildings 
and machinery of the company located at 
Rockingham, which were sold in July, 
1947. The principal sales and general 
office of the company is located at 498 
Seventh Ave., New York City, and sales 
offices are maintained in Atlanta, Phila- 
delphia, St. Louis, Chicago, Los Angeles 
and San Francisco. 

The dyed and finished fabrics consist- 
ing of crepes, satins, taffetas, marquis- 
ettes, sheer goods, etc., are sold under the 
trade name “Robbins Fabrics” to the 
principal divisions of the garment manu- 


View of Robbins plant throwing room 
where yarn is twisted prior to weaving 


facturing industry, going into women’s 
dresses, blouses, skirts, coats and intimate 
wear, and to the ribbon, blanket binding, 
retail yard goods and kindred textile 
lines. The company’s products are also 
sold to mail order houses, chain stores 
and department stores and to the export 
trade. 

Earnings have been reinvested in fixed 
assets, resulting in an increase of gross 
fixed assets from $3,272,914 as of No- 
vember 30, 1945, to $11.019,379 as of 
May 31, 1947. This expansion is in line 
with the expansion of the rayon industry. 
Net sales for the fiscal year ended No- 
vember 30, 1946, totaled $29,296,779 and 
for the six months ended May 31, 1947, 
the net sales amounted to $17,012,534. 
This compares with sales of $13,470,129 
for the year ended November 30, 1945. 

Net profit, after all charges, for the year 
ended November 30, 1946, was $3,366,732 
and for the six months ended May 31, 
1947, it amounted to $3,384,915. This 
compares with a net, after all charges, of 
$570,300 for the year ended November 
30, 1945, 

Earnings per share for the year ended 
November 30, 1946, were $4.45, after 
giving effect to a 2 for 1 split in April, 
1947, and for the six months ended May 
31, 1947, the profit per share was $4.47. 
Current assets of the company totaled 
$9,967,031 and the current liabilities were 
$5,101,758 as of May 31, 1947. 
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DIVCO CORPORATION 


450,000 Shares 


Common Stock, Par $1 


Ticker Symbol: DCO 











bin corporation ranks ‘among prii- 
* cipal producers of “start-and-stop” 
delivery motor trucks, exemplified by 
vehicles often seen in use for door-to-door 
delivery of milk and bundles of laundry. 
\ popular model may be driven from a 
standing or a seated position of the driver 
and a low floor expedites quick exit and 
ingress as deliveries are made, thus saving 
time and costs. 

Organized in Michigan in 1932 under 
the name of Continental-Diveo company 
as a wholly owned subsidiary of Con- 
tinental Motors Company. the concern 


succeeded to the business of Diveo- 
Detroit Corporation. The name was 


changed to Diveo-Twin Truck Company 
in 1936 when 
the picture. 


came into 
Twin Coach Company is 
the largest single owner of the common 
stock. Although operations of the two 
concerns are maintained separately, sev- 


new interests 


wt mab oa commun: yypemin wee » 
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Assembly of delivery truck chassis 


eral directors of each serve on the other's 
board. The name became Divco Corpora- 
1944. 

Designed to find the largest market in 
the dairy and bakery trades, Diveo mo- 
tored products have been extended to 
department store, parcel post, dry clean- 
other businesses calling for 


tion in 


ing and 


point-to-point deliveries. Manufacturing 
operations, all conducted at a Detroit 
plant, consist principally of the fabrica- 
tion and assembly of vehicle bodies, the 
assembly of chassis and the machining 
of a portion of the required parts. More 
than 200 suppliers furnish the Divco 
organization with upward of 2,000 items. 
including motors, axles, transmissions, 
wheels and hubs, carburetors, etc. 

A factory sales staff deals directly with 
customers. In addition, sales and service 
maintained in Boston, 
Chicago and Jersey City, and approxi- 
mately one-third of the vehicle units sold 


branches are 



























concentrated war output. In 1942 the 
facilities were devoted to the making of 
airplane sub-assemblies, this requiring 
the use of aluminum, a metal foreign to 
activities of Divco. This task 
continued for two years; thereafter, the 


earlier 


Diveo organization was engaged on a 
Government contract for special work on 


motor vehicles, including the adaptation 
of a standard truck model for the navy. 

The company had on hand on Septem- 
ber 1, 1947, orders for trucks and service 
parts, considered firm orders in the trade. 
which aggregated selling prices in excess 
of $15,000,000. Based upon the best esti- 


Progressive final assembly line of Divco’s “start-and-stop” delivery trucks 


find outlet through dealers in cities of 
this country and Canada. In 1946, ac- 
cording to a company report. 17.3 per 
cent of total sales were made to three 
principal customers. Around 92 per cent 
of sales were in the dairy industry. In 
regard to the rise in sales of service parts 
from $159,974 in 1937 to $817,614 in 
1946, the company 

“The inability of customers to obtain 


notes: 


new commercial vehicles and to maintain 
normal inventories during the war period 
undoubtedly has been a large factor in 
the current 
parts. However, because of the greater 
volume of Divco vehicles now in service. 


increase in sales of such 


the company anticipates that sales of 
service parts will continue at levels sub- 
stantially exceeding pre-war years and is 
presently erecting a new service parts 
building.” 

The company’s experience during the 
the 
abrupt changes which marked the opera- 


war years was symptomatic of 


tions of many concerns when turned to 


as to availability 
factors affecting 
believed that the 
for 16 
not allowing for 
new sales. Although such orders reflect 
the general post-war demand for motor 
vehicles, post-war 
greater percentage of sales to operators 


mates of the company 
of materials and other 
future production. it is 
backlog of business is sufficient 
months of operations. 


business includes a 
of relatively small fleets than was the 
case prior to 1939. The inference seems 
reasonable, in the company’s opinion, 
that such increased 
acceptance of its trucks by the various 


business reflects an 


businesses for which they are particularly 


suitable. 
Net sales for the fiscal year of 1946 
were reported at $7,223,597, more than 


double the total of 1945. A_ net profit 
of $954.138 resulted. of which $393,750 
was distributed in dividends. Aggregate 
October 31. 1946, 
$3.748.106 and working capital amounted 
io $1.275.149. 


$1,732,032. 


assets as of were 


Earned surplus was 





Preferred Stocks with Arrears Dwindle 


(Continued from page 9) 


on either the 5 per cent Class A preferred 
or the 7 per cent Class B issue. Virginia- 
Carolina) Chemical Corporation — paid 
311.50 this year on its 6 per cent preferred. 

For the record, mention may be made 
again of the American & Foreign Power 
situation, The company has been paying 
the regular rate on the $6 and $7 issues. 
thus holding the past arrearages even: on 
the S7 second preferred series A nothing 
has been paid this year. Recently the pub- 
lic utility staff of the Securities and Ex- 
change Commission approved an amended 
reorganization plan which would elimi- 
nate arrears. Committees representing 
both first and second preferred stockhold- 
ers are. however, opposing the plan. A 
favorable result of current proceedings 
would act to reduce the arrearage of the 
delinquent group on the Stock Exchange 
by 12 per cent, provided, of course. that 
this percentage were not altered by the 
arrival of dividend dates in the meantime. 

The tabulation on page 9 of a sam- 
pled group of preferred stocks whose divi- 


dends are in arrears supplies material for 
study by investors who scan “business 
men’s investment” possibilities. A num- 
ber of the issues appear in the foregoing 
text; the exhibit offers opportunity to ex- 
amine the situation of backed-up dividends 
in the light of recent reported earnings 
per share. 


New Preferred Stocks 


Due to the parallel incidence upon in- 
vestment thought of low yields on first- 
grade bonds and hefty earnings per share 
on the preferred stocks of many long- 
established corporations, not a few en- 
dowments and other accumulations of 
invested capital are these days extending 
their holdings of preferred issues. 

\ recent analysis of the Vassar Col- 
lege “Stock Fund No. 1” showed that as 
of December 31, 1946. this $4,000,000- 
odd segment of _ that 
endowment 


institution’s 
managed on a 
formula plan contained chiefly bonds and 


which is 


preferreds. Common stocks, which had 
contributed more than 38 per cent appre- 
ciation to the $3.000.000 original fund 
since June 30, 1938. were liquidated 
during 1945 in accordance with the ap- 
plied formula. In many other college and 
university endowments preferreds have 
become more prominent during the last 
three years. 

This emphasis on preferred stocks. 
which is pointed up by the accompanying 
statistics of a number of “senior equities” 
listed by the New York Stock Exchange 
during the war and post-war period, 1s 
without consideration for the 


large equity holdings of funds. 


laid not 


RECENTLY LISTED 
PREFERRED STOCKS 


Div. Recent Per Cent 


Rate Price Yield 
Amer. Cyanamid cum. ev... 3 113% 3.0 
ee eee re . 4 105 14 +. 
a A ere . 2% 53 +.0 
Dayton ©. & L. “B"......... 3344 100 7% 3.7 
General Motors.......... - 3 % 107 x 
OS eer 96 3.9 
Publicher Ind... ..6<sccss. 4%, 95 5.0 
Sylvania Elec. P.......... . 4 101 3.9 
J. Heinz... §Uateecat oe 3.65 107% 3.4* 
Covmime Glass: ....065 on o> 34 ns 
eo re 4, 105 4.3 
Johnson & Johnson 2d....... 4 112 3.5 
James Lees & Son.......... 3.85 98 39 
Lowenstein ...... swan OM 302 4.2 


Recent bid price. 





Heads-Up Stocks 
(Continued from page 3) 


be remembered that many observers ex- 
pected the light consumer goods indus- 
tries, long operating at boom levels. to be 
the main sufferers. Meanwhile the heavy 
and capital goods industries, which had 
been held back by work stoppages and 
materials shortages. were looked to for a 
resurgence of activity. 

To a degree matters have worked out 
that way. But the exceptions in the case 
of the first-named group are notable. Re- 
tail merchandisers, distillers. motion pic- 
ture concerns and certain luxury goods 
trades have experienced a letdown. But 
activity has held up strongly in the paper 
and paperboard, textile and petroleum 
industries. 

Viost 


stepped up operations over the 1946 rate 


heavy goods producers have 
and lately have made good gains in net 
income, thereby living up to the advance 
billing in every respect. Yet the bidding 
for equities fails to disclose any marked 
investor partiality for heavy goods shares. 
Instead investors continue to show a strong 
liking for shares of soft eoods industries. 
where backed by valid prospects. The ex- 
pected cleavage between the two varieties 
of investment has failed to develop—an 
event which scarcely will surprise those 
with long practice in listening to pat 


12 


theories of investment and then observing 
the results, 

In a year of financial indecision such 
1947 started with the 
Dow-Jones industrial average at 177.20. 
at the close of August it stood at 178.85 


as this has been 


the advisability of new investment com- 
mitments may well come under question. 
Certain stocks have made headway against 
the indecisive trend, but they are in the 
minority, The exhibit of averages scarcely 
is one to convince the type of investor who 
is used to waiting for the market to es- 
tablish a trend, and then following that 
trend. On the obverse side, however, the 
tabular record on page 3 lends weight 
to the value of individual stock research. 


More Stocks Traded Today 


It has already been pointed out that 
the constantly growing number of securi- 
lies issues traded on the New York Stock 
xchange tends to make stock price aver- 
ages less representative than heretofore. 
\nother development, also of fairly recent 
origin, is capable on occasion of limiting 
their usefulness, In the days of greater 
market activity. and before the regulation 
of the 1930s, it is safe to say that stocks 
spent most of their time in a clearly de- 
fined trend—either up or down. Begin- 
ning with 1938, however, the level of se- 
curities prices washed about for five years 
before the war-time bul! market really got 


under way in 1943, Then after the bull 
market ended and prices turned down- 
ward last autumn one can count another 
12 months of indecisive price changes. 
In other words, the market as a whole has 
spent six of the last 10 years in an inde- 
cisive phase. 

Considering stocks solely from the point 
of view of income return, dividends have 
heen satisfactory—if not substantial—in 
nine of the 10 years. The only unsatisfac- 
tory year was 1938. An investor purchas- 
ing a stock at the beginning of the period 
on a 5 per cent income basis would, in 
the case of the majority of the issues listed 
on the New York Stock Exchange, have 
seen his dividends increased in succeeding 
years and by conservative estimate would 
now have received in total dividends an 
amount equal to 50 per cent of his capital 
investment. 





Statistical and other factual injor- 
mation regarding any securities re- 
ferred to in THE EXxcHANGE has been 
obtained from sources deemed to be 
reliable but THe EXCHANGE assumes 
no responsibility for its accuracy or 
completeness. Neither such informa- 
tion nor any reference to any particu- 
lar securities is intended to be or 
should be considered as in any way a 
recommendation for the purchase, sale 
or retention of any such securities. 
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BALTIMORE, 


MD. 


intro- 
duced me some years ago to what is effec- 
that is, the purchase of 
securities through long-continued monthly 
payments. 


An investment “plan” company 


tive averaging, 


Fees charged against such pay- 
ments for management, etc., seemed high, 
but the 
the gradual accumulation of a sizable fund 


program permitted, nevertheless. 
in equities. many of them bought in down- 
ward swings of market prices and, there- 
fore, showing good appreciation when prices 
This experience causes me to 
think kindly of your magazine’s occasional 


advanced. 


references to averaging as a method for 
the ordinary investor to employ in manag- 
ing his extra funds. I am thoroughly sold 
on it. 

Sep. i: 


SYRACUSE, N.Y. 


It seems to me Mr. Foristall was a trifle 
hard on various companies (in an article 
dealing with corporate stockholder relation- 
ships in the August issue). My portfolio 
contains around 30 stock issues and, while 
| have not written to all of the issuing con- 
cerns, still of those from whom information 
was desired, never once has the main office 
failed to fully and 
length. 

\s a rule, when a certificate lands in my 
deposit box, it must bid good-bye to day- 
light for quite some time. About every two 
years the list is gone over by an expert, but 


reply sometimes at 


nothing is sold unless a mistake was made 
in buying. Without looking it up. my im- 
pression is that no stock has been sold unless 
it was proved to be a “dud,” or else as part 
payment upon what was considered a better 
holding. Taking the issues held during the 
last six or seven years. I recollect only two 
sold and in this instance the sale was made 
for the purpose of investing in exactly the 
same line upon a larger scale, with a hold- 
ing company where greater income could be 
enjoyed. 







, s 
oe 
ag er ae 


It is dificult to see how a stockholder can 
be of much service to a corporation unless 
he may be depended upon to hang on. Cor- 
porations, like trees, grow slowly but steadily 
and, by and large, as corporations grow 
dividends and stock values increase. We 
often hear that nobody can lose while taking 
a profit. | believe a man can lose a lot when 
he stumbles over dollars to pick up cents 
in immediate profit. During, say, the last six 
or seven years, I have not made a million, 
but two holdings have paid more than the 
original investment and probably half the 
remainder have paid a half or more. Just 
as something to think over, taking my orig- 


inal investment, the amount of which I 
know, and counting income upon stocks 


bought with dividend money as income on 
the original investment, my income from 
hanging on has grown to around 21 per cent 
annually, which makes a nice poultice for 


wounds caused by the few “duds” still 
retained. 
F: BE. 
¢ 
PHILADELPHIA, PA. 


A fashion of these times is to find out 
psychological reasons why people tick the 
way they do . .. It hasn't come to my 
attention, though, that either psychology or 
psychiatry has been applied to the actions 
of folk busy with the uncertain art of 
speculation in securities. Complaints seem 
prevalent among Waluut Street brokerage 
offices, as | 
trading is inactive despite plenty of strong 
indices. but I 


find on my rounds, because 
much 
The human ele- 
Would it be plausible to 
argue that the public attitude toward stocks 
has changed? 


business don't find 
“research” into the causes. 
ment, | mean. 
If owners of securities, and 
there is an army of them, are experiencing 
content with dividends, perhaps this fact 
cuts a great slice out of that section of the 
body politic which 
actively. 


used to speculate 


P., Li, 32. 


Letters to the editor in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


WHEELING, WEST VA. 

Several years ago THE EXCHANGE pub- 
lished a summary of operations of the 
“Vassar College Stock Fund No. 1” over 
an approximate five-year period. If I recall 
the statistics correctly, this fund. using a 
formula plan, showed an increase of 23.7 
per cent of its principal. Do you have any 
figures applying to results from the end 
of 1943 to date? 

“RESEARCHER 

Epiror’s Note: A published transcription of 
operations through 1946 discloses that apprecia- 
tion of the original fund amounted to 38.1 per 
cent as of December 31 of that year. The invest- 
ments then held were entirely bonds and _pre- 
ferred stocks, liquidation of common stocks in 
accordance with the formula having occurred 
during the rising market of 1945. The apprecia- 
tion recorded the rise of market value of the 
original fund of about $3,000,000 as of June 30, 
1938. Comment accompanying the transcript 
noted that the median Dow. Jones & Co. indus- 
trial average line where sales of bonds and other 
fixed-income securities would be resumed and 
reinvestment in equities would 
rently 145. 


begin is cur. 


NEW 


sat ae devoted to pragmatic 
employment of statistics would, I am sure, 
find reason to doubt his mathematics should 
he project some half-year net income re- 
ports to a full year and figure the per-share 
earnings ratios of stocks of companies mak- 
ing the reports. 


YORK CITY 


person 


For example, I noted a 
few days ago a semi-annual profit of more 
than $6 a share on a stock selling around 
30; another in excess of $5 a share on an 
equity selling at less than 35; a third state- 
ment showing about $3.50 on a stock under 
30. These figures for a half-year! The slug- 
gish stock market reveals, in my way of 
thinking, a suspicion that earnings so large 
bear relationship to a mirage; they have an 
aura of unreality or, at best. of a transient 
statistical scene. 





Iuvestors lai 


FOR “THE EXCHANGE” READERS 


We'll tell you in advance the answer to every question below 
is “NO.” But we believe you will find interest and benefit in 


getting these facts. They are published as a public service to 


correct some mistaken ideas harmful to an understanding of 


the functioning of our securities markets. 


Do you think the New York Stock Ex- 


change buys and sells securities? 








A recent poll of public opinion which 
we conducted showed that a surpris- 
ingly large minority does have this 
mistaken idea. The fact is—while some 
individual members of this Exchange 
buy and sell securities for their own 
account the New York Stock Exchange 
itself does not buy or sell anything. It 
is merely a public market place... 
where buying and selling orders from 


all over the country meet. 
Do you think the New York Stock Ex- 


change makes a profit if you lose on 


a transaction? 











This Exchange neither makes money 
if you lose on a transaction, nor loses 
money if you profit on a transaction! 
This institution is nothing more nor 
less than an association of member 
brokers. It derives its revenues from 
various fees and service charges, paid 
mainly by its members and by the com- 


panies whose securities it lists. 


Do you think registration of a new se- 





curity with the Securities and Exchange 





Commission automatically assures its 





value? 


This also is a mistaken idea. Under 


the law requiring registration of new 


securities, the Securities and Exchange 
Commission does not have authority. 
nor does it attempt in any way, to ap- 
praise the worth of securities regis- 
tered with it. The Commission’s only 
power with respect to registration is to 
see to it that required information 
about the issuer and the security is 
publicly disclosed and that a prospec- 
tus is furnished which makes that in- 


formation available to the investor. 


Do you think that only new securities 





are registered with the Securities and 





Exchange Commission? 





Not so. Many securities already out- 
standing are also registered. For ex- 
ample, all securities listed on the New 
York Stock Exchange are required to 
be registered with the Securities and 
Exchange Commission. The applica- 
tion for registration, which must be 
kept up to date by the filing of periodic 
reports. contains detailed information 
about the issuer of the security and its 
business. As a general rule, no pros- 
pectus is required in a stock exchange 
transaction, but the reports are avail- 
able at the New York Stock Exchange. 
As in the case of new securities, the 
Commission’s only power with respect 


to registration is to see that the re- 


quired information about the issuer 


has been publicly disclosed. 


Do you think either the Securities and 





Exchange Commission or the New York 





Stock Exchange establishes or controls 





prices at which securities are sold on 





the Exchange? 





Neither the Commission nor the New 
York Stock Exchange sets prices or 
determines values. Only buyers and 
sellers, acting in the light of their own 
needs, knowledge and opinion, decide 
the price of securities traded on the 
Exchange. 
The New York Stock Exchange and 
the Securities and Exchange Commis- 
sion see that facts are made available 
it is the responsibility of the in- 
vesting public to pass judgment as to 


values on the basis of these facts. 





